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Financial Highlights

FISCAL YEAR ENDED

February 2, February 3, January 29, January 30, January 31,
2002 2001 - 2000 1999 1998
{52 weeks) (53 weeks) (52 weeks) (52 weeks) (52 weeks)
{Dollars in thousands except per share data)
Statement of Income Data:
NBESBIES 11t $378,085 $259,446 $155,002 $106,742 $ 75,339
income from OPErationS..........ccocoiir i e e 67,536 45,363 24,806 15,134 4,914
Net INCOME ...ccoiorrvee e 42,187 28,379 15,489 3,139 2,770
Basic Earnings Per Share | . . e 105 073 0.41 025 0.08
Diuted Earnings Per Share ™) 101 069 0.39 0.24 008
Operating Data:
TOMREASSEES ... oottt $186,385 $117,807 $ 70,316 $ 49,000 $34,472
Long-Term Debt 7,944 7,158 6,839 6,713 6,703
Stockholders' Equity ..... 143,495 85,321 52,641 34,303 21,456
# of Stores {at end of period):
COMPANY-OWNED ... oottt e 300 239 191 154 132
Franchised ... 11 11 ) 8 9
Total: .o e e e 311 250 200 162 141

{ )Restated to give retroactive effect for the 3 for 2 stock split payable in January 2002, the 3 for 2 stock split payabie in May 2001 and the 2 for 1 stock split payable in

January 2000.
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GENERAL

Since the Company opened fts first store in 1983 principally seliing folk art, its retail store system, now sefling principally women's apparel, has grown to 311 stores
as of February 2, 2002, of which 300 are Company-owned stores and 11 are franchised stores. Since 1989, the Company has de-emphasized the granting of new franchises
as a strategy for growth In favor of expanding its store base by opening Company-owned stores. Where possible and practical, the Company has also acquired stores from its
franchisees. Since fiscal 1997 {year ended January 31, 1998), the Company has acquired three stores from franchisees, opened 181 new Company-owned stores, and one
franchisee has opened four new franchised stores. Of these new Company-owned stores, 64 were opened in fiscal 2001 {year ended February 2, 2002), 51 were opened in
fiscal 2000, 40 were opened in fiscal 1999, 22 were opened In fiscal 1938 and 14 were opened in fiscal 1997. During this same time period, the Company closed 17 Company-
owned stores and no franchised stores closed. The Company plans to open a minimum of 65 net new Company-owned stores in the fiscal year ending February 1, 2003 and
65 to 70 net new Company-owned stores in the next fiscal year. In addition, the Company is evatuating certain existing Company-owned store locations, including stores with
leases coming up for renewal, and is considering the possibility of closing between one and three existing Company-owned stores in fiscal 2002.

The foflowing table sets forth, for each of the respective periods indicated, certain operating statement data and the percentage of the Company's net sales
represented by each ling item presented.

Fiscal Year Ended {000’s}

February 2, February 3, January 29,
2002 2001 2000
(52 weeks) % (53 weeks) % (52 weeks) %
Net sales by company stores.. .. . e $362,443 95.9% $252,168 97.2% $152,474 98.4%
Net sales by catalog and Internet . e R 10,203 2.7 2,656 1.0 - 0.0
Net sales fo franchisees .. .. ... RPN s 5,439 1.4 4,622 1.8 2,528 1.6
Netsales. ... . . ..o IR 378,085 100.0 259,446 100.0 155,002 100.0
Cost of goods sold.. ... oo 1563937 40.7 108.671 419 64.950 a9
GroSS PIOfit ..o o e 224,148 59.3 150,775 581 90,052 581
General, administrative and store operating expenses... e 146,611 38.8 99,757 384 62,133 40.1
Depreciation and amortization . ... 10,001 26 5,655 22 3113 20
Income from operations . . e e 67,536 17.9 45,363 17.5 24,808 16.0
Interest income, net . e e 507 1 409 1 177 1
Income before income taxes. . e s 68,043 18.0 45772 17.6 24,983 16.1
Provision for INCOME taXES.... ... - oo e 25,856 6.8 17,393 9,494 6.1

Netincome . . ... s $ 42187 11.2% $ 28379 10.9% $ 15,489 10.0%




FIFTY-TWE WEEKS ENDED FEBRUARY 2, 2002 COMPARED TO THE FIFTY-THREE WEEKS ENDED FEBRUARY 3, 2001

Net Sales. Net sales by Company-owned stores for the fifty-two weeks ended February 2, 2002 (fiscal 2001 or the current period) increased by $110.3 million, or
43.7%, over net sales by Company-owned stores for the fifty-three weeks ended February 3, 2001 (fiscal 2000 or the prior period). The increase was the result of a comparable
Company store net sales increase of $42.1 million, and $68.2 million additional sales from the new stores not yet included in the Company’s comparable store base {net of
sales of $1.8 million from six stores closed in fiscal 2001 and fiscal 2000, and net of $5.3 million sales from the additional week in the prior year versus the current year).

Net sales from the Company's call center (website and cataiog sales), which began opéerations in late May 2000, increased by $7.5 million in the current period
compared to the short year of selling in fiscal 2000.

Net sales to franchisees for the current period increased by approximately $817,000 or 17.7% compared to net sales to franchisees for the prior period. The increase
in net sales to franchisees was primarily due to a net increase in purchases by the franchisees as a whole, and the opening by an existing franchisee of two additional franchised
stares in fiscal 2000, net of the additional week in the prior period.

Gross Profit. Gross profit for the current period was $224.1 million, or 53.3% of net sales, compared with $150.8 million, or 58.1% of net sales, for the prior period.
The increase in the gross profit percentage primarity resufted from an improvement in the Company’s initial markup on goods, offset, in part, by siightly higher markdowns as
a percent of sales in the current period versus the prior period. To a lesser degree, the increase in the gross profit percentage resulted from leveraging costs associated with
the Company's product development and merchandising areas, which costs are included in the Company’s cost of goods sold,

General, Administrative and Store Operating Expenses. General, administrative and store operating expenses increased to $146.6 million, or 38.8% of net
sales, in the current period from $99.8 million, or 38.4% of net sales, in the prior period. The increase in general, administrative and store operating expenses was, for the
most part, the result of increases in store operating expenses, including store compensation, occupancy and other costs associated with additional store openings and, to a
lesser dsgree, an increase in marketing expenses. The increase in these expenses as a percentage of net sales was principally due to an increase in direct store expenses
related to costs associated with the Company’s new cash register rofled out in the first half of fiscal 2001 and an increase in direct marketing expenses as a percentage of net
sales, comprising 3.4% of net sales in the current period, versus 2.7% of net sales in the prior period, net of leverage associated with the Company's 17.1% comparable
Company store sales increase for the current period.

Depreciation and Amortization. Depreciation and amortization increased to $10.4 miltion, or 2.7% of net sales in the current period from $6.0 mitlion, or 2.3%
of net sales, in the prior period. The increase in depreciation and amortization was principalty due to capital expenditures related to new, remodeled and expanded stores as
well as capital expenditures refated to the new cash registers and the addition to the Company’s Readquarters facility which opened in early 2001. The increase as & percentage
of net sales was principally due to the new cash registers and the Headquarters expansion.

Interest Income, Net. The Company had net interest income during the current period of approximately $507,000 versus approximately $403,000 in the prior
period. The increase in net interest income was primarily a resutt of the Company’s increased cash and marketable securities position throughout most of the year, net of
decreased interest rates earned on cash and marketable securities.

Net income. As a result of the factors discussed above, net income reflects an increase of 48.7% to $42.2 million in the current period from net income of $28.4
million in the prior period. The income tax provision represented an effective rate of 38.0% for the current and prior period.




COMPARED TO THE FIFTY-TVWG WEENS ENDED JANGARY 25, 2000

Net Sales. Net sales by Company-owned stores for the fifty-three weeks ended February 3, 2001 (fiscal 2000 or the current period) increased by $99.7 million, or
65.4%, over net sales by Company-owned stores for the fifty-two weeks ended January 29, 2000 (fiscal 1998 or the prior period). The increase was the result of a comparable
Company store net sales increase of $52.0 million, $42.4 million additional sales from the new stores not yet included in the Company's comparable store base (net of sales
of $1.1 million from six stores closed in fiscal 1999 and fiscal 2000), and $5.3 million from the additional week in the current year versus the prior year.

Net sales from the Company’s call center (website and catalog sales), which began operations in late May 2000, were $2.7 million.

Net sales to franchisees for the current period increased by $2.1 million or 82.8% compared to net sales to franchisees for the prior period. The increase in net sales
to franchisees was primarily due to a net increase in purchases by the franchisees as a whole, the opening by an existing franchisee of two additionai franchised stores in fiscal
2000 and one additional franchised store In fiscat 1999, and the additional week in the current period versus the prior period.

Gross Profit. Gross profit for the current period was $150.8 million, or 58.1% of net sales, compared with $30.1 million, or 58.1% of net sales, for the prior.pericd.
Aithough the grass profit percentage showed no appreciable change in the current period versus the prior pericd, the Company experienced a decline in the gross margins at
its seven outlet locations which was offset by a skight leverage in the Company's distribution center, product development and merchandising areas due to the Company's 34.3%
comparable Company store sales increase for the current period.

General, Administrative and Store Operating Expenses. General, administrative and store operating expenses increased to $39.8 million, or 38.4% of net sales,
in the current period from $62.1 million, or 40.1% of net sales, in the prior period. The increase in general, administrative and store operating expenses was, for the most part,
the result of increases in store operating expenses, including store compensation, occupancy and other costs associated with additional store openings and, to a lesser degree,
an increase in marketing expenses. The decrease In these expenses as a percentage of net sales was principally due to leverage associated with the Company's 34.3%
comparable Company store sales increase for the current period, net of an increase in marketing expenses as a percentage of sales.

Depreciation and Amortization. Depreciation and amortization increased to $6.0 million, or 2.3% of net sales, in the current period from $3.3 million, or 2.1% of
net sales, in the prior period. The increase in doliars and percentage was primarily due to capital expenditures related to the opening, remodeling and expanding of new Chico's
stores, which were, on the average, 30% larger than the chain average size.

Interest Income, Net. The Company had net interest income during the current period of approximiately $409,000 versus approximately $177,000 in the prior
period. The increase in net interest income was primarily a result of the Company's increased cash and marketable securities position throughout most of the year, as well as
improved interest rates earned on cash and marketable securities.

Net Income. As a result of the factors discussed above, net income reflects an increase of 83.2% to $28.4 million in the current period from net income of $15.5
- mitfion in the prior period. The income tax provision represented an effective rate of 38.0% for the current and prior period. 0
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FABLE COMPANY-OWNED STORE NET BALES

Comparable Company-owned store net sales increased by 17.1% for the fifty-two weeks ended February 2, 2002 when compared to the previous comparable fifty-
two weeks. Comparable Company-owned store net sales data is calculated based on the change in net sales of currently open Company-owned stores that have been operated
as a Company store for at feast thirteen months including stores that have been expanded or relocated within the same general market area (approximately five miles).

The comparable store percentage reported above includes 45 stores that were expanded or relocated within the last 2 fiscal years by an average of 826 net selling
square feet. If the stores that were expanded or relocated had been excluded from the comparable Company-owned store base (similar to new stores), the increase in
comparable Company-owned store net sales would have been 15.3% for fiscal 2001 (versus 17.1%, as reported). In fiscal 2000, 1998 and 1998, the exclusion of similar
expansions/relocations from the comparable Company-owned store base woutd have resulted in full year same store sales increases of 32.4%, 22.7% and 29.8%, respectively
{versus 34.3%, 23.3%, and 30.3%, respectively, as reported). The Company does not.consider this material to overall comparable store net sales and believes the inclusion of
expanded stores in the comparable store net sales 1o be appropriate and consistent with the practice followed by the Company in prior periods and by other retailers,

The Company believes that the increase in comparable Company store net sales in the current fiscal year resulted from the continuing effort to focus the Company's
product development, merchandise planning, buying and marketing departments on Chico’s target customer. The Company also believes that the fook, fit and pricing policy of
the Company’s product was in ling with the needs of its target customer and that the increase in comparable store sales was aiso fueled by increased direct mailings of its
catalog, a larger database of existing customers for such mailings, national magazine advertising that began in November 1939, television advertising that began in February
2001 and the success of the Company's preferred customer club {the “"Passport Club™). To a lesser degree, the Company believes the increase was dus to increased store-
leve! training efforts associated with ongoing training programs and continuing strong sales associated with several styles of clothing produced from a related group of fabrics
introduced by the Company in the fourth quarter of fiscal 1997.

The fallowing table sets forth for each of the quarters of the previous four fiscal years, the percentage change in comparable store net sales at Cornpany-owned stores
from the comparable pericd in the prior fiscal year:

Fiscal Year Ended

2/2/02 2/3/01 1/29/00 1/30/99
Full Year 17.1% 34.3% 23.3% 30.3%
First Quarter 27.7% 30.8% 22.6% 31.7%
Second Quarter 17.4% 34.3% 17.2% 23.0%
Third Quarter 7.0% 39.1% 26.9% 28.5%
Fourth Quarter 17.9% 32.2% 26.5% 38.5%

The Company's primary ongoing capital requirements are for funding capital expenditures for new, expanded, relocated and remodeled stores and for merchandise
inventory purchases. Also, during fiscal 2002 the Company will experience the naed for capital to address the acquisition of a new distribution center and various software
packages as more futly described below.

During the current fiscal year (current year) and the prior fiscal year {prior year), the Company's primary source of working capital was cash flow from operations of
$65.5 million and $39.2 million, respectively. The increase in cash flow from operations of $26.3 million was primarily due to an increase of $13.8 million in net income, an
increase in the tax benefit of options exercised of $5.6 million, an increase of $4.4 million in depreciation and amortization and a decrease in receivables of $0.9 million versus
an increase in the prior year receivables, of $1.3 mitlion. The increase in inventories of $4.5 million for the current year slowed versus last year's increase of $9.6 miflion as
the Company's sales in January exceeded expectations and thus reduced inventory growth year over year. The slower growth in accounts payable and accrued expenses
resulted from the completion of the Company'’s Headquarters expansion and cash register roliout in the current year, which was in progress at the end of the prior year,

The Company invested $37.4 million in the current fiscal year for capital expenditures primarily assoclated with the planning and opening of new Company stores,
ang the remodeling/relocating/expansion of numerous existing stores. During the same period in the prior fiscal year, the Company invested $40.5 million primarily for capita!
expenditures associated with the apening of new Company stores, the remodeling of several existing stores, and additional expenditures for a new point-of-sale device,
expansion of its office and design facilities and infrastructure associated with its Internet and catalog operations.




During the current year, eleven of the Company's current officers and one of its independent directors exercised 967,989 stock options (split adjusted for both splits
in fiscal 2001} at prices ranging from §.722 to $8.5833 (split adjusted for both splits in fiscal 2001) and several employees and former employees (including former officers)
exercised 321,901 options at prices ranging from $.722 to $15.3067 {split adjusted for both splits in fiscal 2001). Also during this period, the Company sold 129,886 shares
of common stock {split adjusted for both spfits in fiscal 2001) under its employee stock purchase plan at prices of $16.8533 and $14.7333 (split adjusted for both sphts in
fiscal 2001). The proceeds from these issuances of stock amounted to approximately $7.7 million.

During the current fiscal year, the Company invested $26.2 million, net, in marketable securities, paid $66,000 of existing debt and incured approximately $78,000
of deferred finance costs related to the renewal of its existing credit line.

As more fully described in “Item 1" beginning on page 15 of the Company’s Annual Report on Form 10-K for the fiscal year ended February 2, 2002, the Company
is subject to ongoing risks associated with imports. The Compary's reliance on sourcing from foreign countries causes the Company to be exposed to certain unique business
and political risks. Import restrictions, including tariffs and quotas, and changes in such tariffs or quotas could affect the importation of apparet generally and, in that event,
could increase the cost or reduce the supply of apparel available to the Company and have an adverse effect on the Company’s business, financial condition and/or results of
operations. The Company’s merchandise fiow could also be adversely affected by political instability in any of the countries in which its goods are manufactured by significant
fluctuations in the value of the U.S. dollar against applicable foreign currencies and by restrictions on the transfer of funds:

During fiscal 2002, the Company acquired 52 acres of land with an existing distribution center of approximately 202,000 square fest and existing office space of
31,000 square fest. The cost of this acquisition was $7.2 miliion and it is anticipated that the Company will need to incur additional costs during fiscal 2002 of between $2.5
million and $4.5 milllon to equip and modify this facility. It is anticipated that this new facility will fully replace the existing distribution center in Ft. Myers, Florida by the first
quarter of fiscal 2003. In order to secure the benefits of various governmentat incentives with respect to the new distribution facllity, the Company entered into a transaction
with the local development autharity involving a fully prepaid long-term lease and a nominally priced repurchase option exercisable by the Company at any time. The aquisition
was fully funded out of the Company’s availabie cash resources and the Company's interest in the property will be reported as an asset in the Company’s balance sheet.

During fiscal 2001 the Company amended its mortgage loan agreement to extend the balloon payment on its mortgage lean from early in 2003 to early in 2012. The
monthly payments were increased from $6,000 principal plus interest to $11,083 principal plus interest, beginning in February 2002. Monthly principal payments thereafter
increase by 6% each February through 2011. QOther terms of the mortgage remained unchanged. The Company does not anticipate obtaining any additional mortgage financing
for its new or existing facilities at this time.

The Company has also signed contracts with various software vendors pursuant to which the Company will replace certain of its existing software systems, including
its merchandising, financial and distribution systems, as well as implement new systems, such as global sourcing and human resources, during fiscal 2002, The Company
estimates that it will incur costs of between $7 million and $9 million as capital expenditures for this project and that these packages will be fully functional in the first or second
quarter of fiscal 2003. As with any major new software installation, there are various implementation risks which, if manifested, could adversely impact the Company’s
operations. In an effort to manage these potential risks and to help minimize the potential for such adverse impact, the implementation is expected to be carefully monitored
and controlled and the Company plans to run parallel software systems until the corresponding new system has been installed and the operation thereof has been tested and
demonstrated to run successfully in all material respects.

The Company plans to open a minimum of approximately 65 net Company-owned new stares in fiscal 2002, 10 of which were open as of April 19, 2002. Further,
the Company plans to open between 65 and 70 net Company-ownad new stores in fiscal 2003. The Company believes that the liquidity needed for its planned new store
growth, continuing remodel/expansion program, acquisition and equipping of the new distribution center, installation of new sofiware packages and maintenance of proper
inventory levels associated with this growth will be funded primarily from cash flow from operations and its strong existing cash and marketable securities balances. The
Company further believes that this liquidity will be sufficient, based an the above, to fund anticipated capital needs over the near-term, including scheduled debt repayments.
Given the Company's existing cash and marketable securities balances and the capacity included in its bank credit facilities, the Company does not believe that it would need
to seek other sources of financing to conduct its operations or pursue its expansion plans even if cash flow from operations should prove to be less than anticipated or if there
should arise a need for additional letter of credit capacity due to establishing new and expanded sources of supply, or if the Company were to increase the number of new
Company storgs planned to be opened in future periods.

.

SEASONALITY AND INFLATIGN
Aithough the operations of the Company are influenced by general economic conditions, the Company does not believe that inflation has had a material effect on the
results of operations during the current or prior periods. The Company does not consider its business to be seasonal.




CERTAIR FACTORS THAT MAY AFFECY FUTURE RESULTS

This annual report contains certain “forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of
the Securities Exchange Act of 1934, as amended, which reflect the current views of the Company with respect to certain events that could have an effect on the Company's
future financial performance. The statements address items such as future sales, gross profit expectations, planned store openings, closings and expansions, future comparable
store sales, future product sourcing plans, inventory levels, planned capital expenditures and future cash needs. In addition, from time to time, the Company may issue press
releases and other written communications, and representatives of the Company may make oral statements which contain forward-tooking information.

These statements, including those in this annual report and those in press releases or made orally, may include the words "expects,” "believes,” and similar
expressions. Except for historical information, matters discussed in such oral and written statements, including this annual report, are forward-looking statements. These
forward-looking statements are subject to various risks and uncertainties that could cause actual results to differ materially from historical results or those currently anticipated.
These potential risks and uncertainties inciude the financial strength of retailing in particular and the economy in general, the extent of financial difficulties that may be
experienced by customers, the ability of the Company to secure and maintain customer acceptance of Chico’s styles, the propriety of inventory mix and sizing, the quality of
merchandise received from vendors, the extent and nature of competition in the markets in which the Company operates, the extent of the market demand and overalt level of
spending for women's private fabel clothing and related accessories, the adequacy and perception of customer service, the ability to coordinate product development with buying
and planning, the ability of the Company’s suppliers to timely produce and deliver clothing and accessories, the changes in the costs of manufacturing, labor and advertising,
the rate of new stare openings, the performance, implementation and integration of management information systems, the ability to hire, train, energize and retain qualified
sales associates and other employses, the avallability of quality store sites, the ability to hire and train qualified managerial emplayees, the abifity to effectively and efficiently
establish and operate catalog and Internet sales, the abifity o secure and protect trademarks and other intellectual property rights, the ability to transition the Company's
distribution operations to the newly acquired facility in Georgia and to effectively and efficiently integrate and operate the newly acquired facility, risks associated with terrorist
activities and other risks. In addition, there are potential risks and uncertainties that are peculiar to the Company’s reliance on sourcing from foreign vendors including the
impact of work stoppages, transportation defays and other interruptions, political instability, foreign currency fluctuations, imposition of and changes in tariffs and import and
export controls such as import quotas, changes in governmental policies in or towards foreign countries and other similar factors.

The forward-looking statements included herein are only made as of the date of this annual report. The Company undertakes no obligation to publicly update or revise
any forward-ooking statements, whether as a result of new information, future events or otherwise.

LITHZATION

In the normat course of business, the Company is subject to proceedings, lawsuits and other claims including proceedings under laws and government regulations
relating to fabor, product, inteliectual property and other matters, including the matter described in ltem 3 of Part I of the Company’s Annual Report on Form 10-K for the fiscal
year ended February 2, 2002. Such matters are subject to many uncertainties, and outcomes are not predictable with assurance. Consequently, the ultimate aggregate amount
of monetary liability or financial impact with respect to these matters at February 2, 2002, cannot be ascertained. Although these matters could affect the operating results of
any one quarter when resolved in future periods and although there can be no assurance with respect thereto, management believes that: after final disposition, any monetary
liability or financial impact to the Company would not be material to the annual consolidated financial statements.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The market risk of the Company's financial instruments as of February 2, 2002 has not significantly changed since February 3, 2001. The Company is exposed to
market risk from changes in interest rates on its indebtedness. The Company's exposure to interest rate risk refates in part to ts revolving line of credit with its bank; however,
as of February 2, 2002, the Company did not have any outstanding balance on its line of credit and, given its strong liquidity posttion, does not expect to utilize its line of credit
in the foreseeable future except for its continuing use of the letter of credit facility portion thereof. The Company’s expasure to interest rate risk also relates to its $5.2 million
mortgage loan indebtedness which bears a variable interest rate based upon changes in the LIBOR rate.

RECENT SEC DISCLOSURE GUIDANGE

in December 2001 and January 2002, the Securities and Exchange Commission fssued financial reporting refeases, FR-60, "Cautionary Advice Regarding Disclosure
About Critical Accounting Policies” and FR-61, "Commission Statement About Management's Discussion and Analysis ("MD&A") of Financial Condition and Results of
Operations,” respectively. FR-60 focuses on the need for more discussion about critical accounting policies. FR-61 focuses on additional disclosure relating to liquidity and
capital resources, including off-balance sheet arrangements and related party transactions. The extent of the Company's off-batance sheet arrangements are limited to letters
of credit and operating leases for retail store space and various office equipment (see Notes 5 and 7 to the accompanying consolidated financial statements). Afthough the
Company's interest in its new distribution facifity in Georgia is nominally documented as a long term lease with a favorable continuing purchase option, the acquisition was fully
funded out of the Company's available cash resources and the Company's interest in the property will be reported as an asset in the Company’s balance sheet. The Company's
only related party transactions are employment agreements with certain officers (see Note B to accompanying consclidated financial statements). The Company’s critical
accounting policies are disclosed in Note 1 to the accompanying consolidated financial staternents.




RECENT ACCOUNTING PRONOUNCEMENTS

In June 2001, the Financial Accounting Standards Board ("FASB") issued Statement of Financial Accounting Standards ("SFAS") No. 141, "Business Combinations”
and No. 142, "Goodwill and Other Intangible Assets”. SFAS 141 requires the purbhase method of accounting to be used for all business combinations initiated after June 30,
2001, establishes specific criteria for the recognition of intangible assets separately from goodwill, and required unallocated negative goodwill to be written off immediately as
an extracrdinary gain (instead of being deferred and amortized). SFAS 142 provides that goodwill and intangible assets which have indefinite useful lives will not be amortized
but rather be tested annually for impairment. It also provides that intangible assets that have finite useful lives will continue to be amortized over their usefut fives, but those
lives wift no longer be limited to forty years. a

In June 2001, the FASB issued SFAS No. 143 "Accounting for Asset Retirement Obligations”. SFAS No. 143 requires the recognition of a liability for an asset
retirement obigation in the period in which it is incurred. When the liability is initially recorded, the carrying amount of the related long-lived asset is correspondingly increased.
Over time, the liahility is accreted 1o its present value and the related capitalized charge is depreciated over the useful fife of the asset.

In August 2001, the FASB issued SFAS No. 144 “Accounting for the impairment or Disposal of Long-Lived Assets™ which provides clarifications of certain
implementation issues within SFAS 121, along with additional guidance on the accounting for the impairment or disposal of long-lived assets. SFAS 144 supersedes SFAS 121
and applies to all long-lived assets (including discontinued operations) and consequently amended APB 30 "Reporting the Effects of Disposal of a Segment of a Business.” SFAS
144 develops one accounting model (based on the model in SFAS 121) for long-lived assets that are to be disposed of by sale, as well as addresses the principal implementation
issues,

SFAS No. 141 is effective for all business combinations initiated after June 30, 2001 and for ali business combinations accounted for by the purchase mathod for
which the date of acquisition is after June 30, 2001. The provisions of SFAS No. 142 are effective for fiscal years beginning after December 15, 2001. The Company will adopt
SFAS No. 142 beginning February 3, 2002, The provisions of SFAS No. 144 are effective for financial statements issued for fiscal years beginning after December 15, 2001,
and interim periods within those fiscal years. ‘

The Company does not anticipate that the adoption of SFAS No. 142, 143, and 144 beginning February 3, 2002 will have a material effect on the Company's financial
position or resufts of operations.

TRADING AND DIVIDERD INFORMATION
The following table sets forth, for the periods indicated, the range of high and low closing sale prices for the Common Stock, as reparted on the New York Stock
Exchange and Nasdag Nationat Market System.

FOR THE FISCAL YEAR ENDED FEBRUARY 2, 2002 High @ Low (@

Fourth Quarter (November 4, 2001 — February 2, 2002) $30.58 $17.00

Third Quarter (August 5, 2001 — November 3, 2001) 26.00 13.67

Second Quarter (May 6, 2001 - August 4, 2001) 25.67 17.33

First Quarter (February 4, 2001 — May 5, 2001) 20.89 13.72

FOR THE FISCAL YEAR ENDED FEBRUARY 3, 2001 High @ ow®@®
Fourth Quarter (October 29, 2000 - February 3, 2001) $19.33 $7.72

Third Quarter {July 30, 2000 ~ October 28, 2000) 17.78 12.33

Second Quarter {April 30, 2000 - July 28, 2000) 13.00 7.25

First Quarter (January 30, 2000 - April 29, 2000 9.67 3.92

f )On April 11, 2001, the Company commenced its trading on the New York Stock Exchange.
(2)Adjusled for the 3 for 2 stock split payable in January 2002, the 3 for 2 stock split payable in May 2001 and the 2 for 1 stock split payable in January 2000.

The Company does not intend to pay any cash dividends for the foreseeable future and intends to retain earnings, if any, for the future operation and expansion of
the Company's business. Any dstermination to pay dividends in the future will be at the discretion of the Company’s Board of Directprs and will be dependent upon the
Company’s results of operations, financial condition, contractual restrictions and other factors deemed relevant by the Board of Directors.

The approximate number of equity security holders of the Company s as follows:

Title of Class . Number of Record Holders As of April 19, 2002

Common Stock, par value $.01 per share 662
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peport of ‘»ndependem Certified
public Afcountants

To Chico’s £AS, Inc. and gubsidiaries:

We have audited the accompanying conso\‘xdated nalance gheets of Chico’s FRS, Inc.
{a Florida corporaﬁon) and subsidiaries &S of February 92,2002, and February 3,2001,
and the related consolidated sratements of income, stockho\ders' equity and cash
fiows for the figcal years ended February 2,72002, February 3 2001, and January 29,
o000, These financial statements are the tesponsib'm\y of the Company’s
management. Qur respons‘\b'\ut\; is to express ah opinion ot these financial statements
paged on ouf audits.

We conducted oW audits in accordance with auditing standards generaly accepted N
the United States. Those sandards require that we pian ang perform the audit 10
cotain reasonable assurance about wnether e financia staternents &€ tree of
material missmemem, an audit includes exarining, o0 a test bas's, evidence
supporting the AMOUNES and disclosures in the financial statemants. an audit alsd
incudes assessing the accounting principles used and gignificant stimales made DY
managemert, as well a8 ovaluating the overall financial statement presemat’m We
nelieve that ouf audits provide 8 (sasonable hasis for our opinion.

n our opinion, tne financial statements reterred 10 above present fairly, in a¥ roateriat
tespects, the financial position of Chico's £A8, Inc. and subsidiaries 88 of February 2,
2002, ang February 13,2001, and the results of their operations and their cash flows
for the fgoal years ended February 2, 2002, February 3 2001, and Janvary 29, 2000,
in onformity with accounting principles genera\w accepted it the United States.

Aritur Angersen ue

Dot Gtinen LF

{ampa, Florida,
tarch 4, 2002

15 %
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CHICO’S FAS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANGE SHEETS

ASSETS

CURRENT ASSETS:
Cash and cash equivalents
Marketable securities ....... e
Receivables, less aliowances of $233,000 and $155,000 for sales

returns, respectively ...
Inventories
Prepaid expenses ...
Deferred taxes
TOtaE CUIFBITE B8SBTS. ... oo ce oottt e e

PROPERTY AND EQUIPMENT:

Land and land improvements
Building and buiiding improvements
Equipment, furniture and fixtures ...
L easehold improvements
Total property and equipment
Less accumulated depreciation and amortizatio
Property and equipment, net
DEFERRED TAXES
OTHER ASSETS, net.........

LIABILITIES AND STOCKHOLDERS® EQUITY

CURRENT LIABILITIES:
ACCOUNIS Payable ... e
Accrued Habilies ..o
Current portion of debt and lease obligations ... evee.
Total current Habilities .......... SO O OO RO PP OO [ .

DEBT AND LEASE OBLIGATIONS, excluding current portion
Total liabilities

COMMITMENTS AND CONTINGENCIES

STOCKHOLDERS' EQUITY:
Common stock, $.01 par value; 100,000,000 shares authorized and
40,790,659 and 39,373,585 shares issued and outstanding, respectively
Additional paid-in capital
REIAINEE BAMINGS. ... .ottt et et et e e et e .
Accumulated other COmMPrenSnSIVE INCOME ..o oot ee et e
Total StOCKhOIdEIS” BQURY ...ttt e [PTUTR,

The accompanying notes are an integral part of these consclidated batance sheets.

February 3,
2001

§ 3914118
14,221,520

2,998,910
24,394,162
2,254,348
3,003,000

50,786,059

2,861,582
11,693,884
28,083,542

37,559,359

80,198,367

(14,613,356)

85,585,011
747,000
688,547

STI7.806817_

$ 13,751,762
11,299,352
276,410
25,327,524

7,157,862

- 32,485,376

393,738
18,717,087
66,163,172

47,248

85,321,241
$ 117,806,617



C. AND SUBSIDARIES
i

CHICD'S FAS, IN )
CONSDUIDATED STATEMENTS OF INCOME

Fiscal Year Ended Fiscal Year Ended

February 3, January 29,
2001 2000
NET SALES BY COMPANY STORES.. ... ..., $ 252,168,208 $ 152,473,637
NET SALES BY CATALOG AND INTERNET... ... 2,656,156 —
NET SALES TO FRANCHISEES ... ... 4,621,532 2,528,644
NEESRIBS ..o e 259,445,896 155,002,281
COSTOF GOODS SOLD . ..o oo s 108,670,577 64,949,930
Gross profit ... ... 150,775,319 90,052,351
GENERAL, ADMINISTRATIVE AND STORE
OPERATING EXPENSES. ... oot i 99,757,264 62,133,580
DEPRECIATION AND AMORTIZATION ... i 5,654,582 3,112,897
Income from aperations .. 45,363,473 24,805,774
INTEREST INCOME, NBL.........cooooooooiicicei e . 408,146 177,606
Income before INCOME taXES. .......c.ocovevirioreie e 45,771,618 24,983,380
INCOME TAX PROVISION ... 17,383,000 9,494,000
NBEINGOME. ..o oo oo oo $ 28378619 $ 15,489,380
PER SHARE DATA:
Net income per common share — B&SIC ... $ 73 $ 41
Net income per common and
common equivalent share — diluted ... ... ... $ 69 $ 39
Weighted average common shares
OULStanding — BasiC ..o e 39,041,893 38,120,023
Weighted average common and common
equivalent shares cutstanding — diluted ... 40,832,697 39,782,335

The accompanying notes are an integral part of these consolidated statements.
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GHICD'S FAS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

BALANCE, January 30, 1993
Net income for the fiscal year ended

January 28, 2000 ...

Unrealized loss on marketable
securities, net . .

Comprehensive iNCOMe ......................
Issuance of common stock ...

Tax benefit of stock options exercised
BALANCE, January 29, 2000
Net income for the fiscal year ended

February 3,2001 . ...

Unrealized gain on marketable

securities, net ...
Comprehensive iNCome.................
Issuance of common StOcK .......coooveorven
Stock option compensation ........................
Tax beneflt of stock options exercised ...

BALANCE, February 3, 2001
Net income for the fiscal year ended
February 2,2002...........
Unrealized gain on marketable
securities, net ..o

Comprehensive income.............

Issuance of common stock ...

Stock option compensation ... ...
Tax benefit of stock options exercised ... ..

BALANCE, February 2, 2002

Common Stock Additional Accumulated Other
Par Paid-in Retained Comprehensive
Shares Value Capital Earnings (Loss) Income Total

37,788,572 $ 377,885 $11,630,175  § 22,295173 $ — $ 34,303,033
— — — 15,489,380 — 15,489,380
— — —_ — (24,334) (24,334)
15,465,046
770,634 7,707 1,740,956 — —_ 1,748,663
— — 1,124,000 — — 1,124,000
38,539,206 385,392 14,495,131 37,784,553 (24,334 - 52,640,742
— — — 28,378,619 — 28,378,619
— — — — 71,580 71,580
28,450,199
834,379 8,344 1,534,800 — — 1,543,144
— — 70,156 —_ — 70,156
. — — 2,617,000 — — 2,617,000
39,373,585 393,736 18,717,087 66,163,172 47,246 85,321,241
— —_ — 42,187,031 —_ 42,187,031
. ! — — 55,179 55,179
42,242,210
1,417,074 14,171 7,688,665 — — 7,702,836
— —_— 44,644 — — 44,644
. — — 8,184,000 — — 8,184,000
40,790,659 $ 407.907 $346343%6  $108350203 § 102,425 $ 143494931

The accompanying notes are an integral part of these consolidated statements.
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CHIC AS, ING. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

FISCAL YEAR ENDED  FISCAL YEAR ENDED
February 3, January 29,
2001 2000
GASH FLOWS FROM OPERATING ACTIVITIES:
Net income. . $ 28,378,619 $ 15,489,380
Adjustmants to reconcne net income to net cash
provided by operating activities —
Depreciation and amortization, cost of goods sold .......... 323,162 184,542
Depreciation and amortization, other ... [T SS - 5,654,582 3,112,997
Stock option compensation ... ... o e 70,156 —
Deferred tax benefit ... (606,000) {746,000}
Tax benefit of aptions exercised 2,617,000 1,124,000
Deferred rent expense, net . 406,971 238,498
Loss from disposal of property and equmment 393,970 354,498
Decrease {increase) in assets —
RECEIVADIBS, MBE . ..: oot et (1,292,249 (557,583)
inventories . (9,559,362) (4,729,647)
Prepaid expenses (1,585,654) (157,810)
Dther assets, nat. {108,821) (125,270)
Ingraass in liabilities —
Accounts payable . ....... 7,769,078 1,887,561
Accrued liabilities ... 6,706,248 913,749
Total adjustments .. . T 10,788,081 1,609,535
Net cash provided by operatmg actlvmes 39,166,700 17,098,915
GASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of marketable SECURtIES. ... e (30,131,458) (14,019,861}
Proceeds from sale of marketabte securities .. SN 29,977,045 —
Purchases of property and equUIPMENt ... ... (40,468,383) (15,169,791)
Net cash used in investing activities ... ... (40,623,406) (29,189,652)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from issuance of COMMON SEOCK ... ... ...ccievovireric oo 1,543,144 1,748,663
Principal payments on debt . - {72,000} (72,000}
Principal payments on capital lease obllgatlons — {89,772
Deferred finance costs .. e e {81,250} —
Net cash prowded by fmancmg actlvmes e 1,389,894 1,586,891
Net increase (decrease) in cash and cash equivalents (66,812 (10,503,846)
CASH AND CASH EQUIVALENTS, beginning of period [T 3,980,930 14,484,776
CASH AND CASH EQUIVALENTS, end 0f period..........ccoreeivveie i $ 3914118 $ 3980930
SUPPLEMENTAL DISCLOSURE OF NON-CASH INVESTING ACTIVITIES:
Unrealized gain (loss) on marketable securities, net $ 71,580 $ (24,334)
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION: '
Cash paid for interest $ 893811 $ 586,205
Cash paid for income taxes.... $ 15,839,172 $ 9,409,705

The accompanying notes are an integral part of these consolidated statements.
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1. BUSINESS ORGANIZATION AND SIGHIFICANT ACCOUNTING POLICIES:

BUSINESS ORGANIZATION

The accompanying consolidated financial statements include the accounts of Chico's FAS, Inc., 4 Florida corporation, and its wholly-owned subsidiaries, Chico's Distribution,
Inc., Chico's Concept, Inc. and Chico's Media, Inc. (collectively, the Company). The subsidiaries were formed in February 1999. The Company operates as a specialty retailer
of exclusively designed, private labe! casual clothing and related accessories. The Company selis its procucts through traditional retail stores, catalog, a small franchise network,
and via the Internet at www.chicos.com. As of February 2, 2002, the Company's retail store system consisted of 311 stores located throughout the Unrted States, 300 of which
are owned and operated by the Company, and 11 of which are owned and operated by franchisees.

FISCAL YEAR
The Company has a 52-53 week fiscal year ending on the Saturday closest to January 31. The fiscal years ended February 2, 2002, February 3, 2001, and January 29,
2000, contained 52, 53 and 52 weeks, respectively.

FRANCHISE OPERATIORS
A summary of the changes in the number of the Company's franchise stores as compared to total company-owned stores as of February 2, 2002, and February 3, 2001, and
for the fiscal years then ended is as follows:

Fiscal Year Ended

February 3,
2001
Franchise stores opened.... . 2
Franchise stores in operatlon at fxscal year end 11
Company-owned stores at fiscal year-end 239

PRINCIPLES GF CONSOLIDATION

The consolidated financial statements include the accounts of the Company and its wholly-cwned subsidiaries. All significant intercompany balances and transactions have
been eliminated in consolidation.

VANAGEMENT ESTIMATES

The preparation of financia! statements in conformity with accounting principles generally accepted in the United States requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenuss and expenses during the reporting period. Actual results could differ from those estimates. Significant estimates and assumptions made by management
primarily impact the following key financial areas:

INVENTORY VALUATION
The Company identifies potentially excess and slow-moving inventory by evaluating turn rates and inventory levels in conjunction with the Company’s overall
growth rate. Excess quantities are identified through evaluation of inventory ageings, review of inventory turns and historical sales experiences, as well as
specific identification hased on fashion trends. Further, exposure to inadequate realization of carrying value is identified through analysis of gross margins
and markdowns in combination with changes in the fashion industry.

INVENTORY SHRINKAGE )
The Company estimates its expected shrinkage of inventory between physical inventory counts by assessing the chain-wide average shrinkage experience
rate, applied to the related periods’ sales volume. Such assessments are updated on a reqular basis to reflect the most recent physical inventory shrinkage
experience rates.




SALES RETURNS
The Company’s policy is to honor customer refunds at alf times. Returns after 30 days of the original purchase, or returns without the original receipt,
qualify for store credit only. The Company will, in certain circumstances, offer full customer refunds either after 30 days or without a receipt. The Company
estimates its reserve for likely customer returns based on the average refund experience in relation to saes for the related period.

SSIFI

Reclassifications of certain prior-year balances were made in order to conform to current-year presentation.

CASH AND CASH EQUIVALENTS
Cash and cash equivalents includes cash on hand and in banks with original maturities of three months or less.

MARKETABLE SECURITIES

Marketable securities are classified as available-for-sale securities and are carried at fair vaiue, with the unrealized holding gains and losses, net of income taxes, reflected as
a separate component of stockholders’ equity until realized. For the purposes of computing reafized and unrealized gains and losses, cost is determined on a specific
identification basis.

Raw material inventories consisting of fabric of approximatety $2,400,000 and $3,644,000 as of February 2, 2002, and February 3, 2001, respectively, are recorded at the
fower of cost, using the first-in, first-out (FIFO) method, or market. Afl other inventaries consist of finished clothing and accessories and are recorded at the lower of cost, using
the last-in, first-out (LIFQ) method, or market. If the lower of FIFO or market method had been used, inventories would have been approximately $1,578,000 and $1,153,000
higher as of February 2, 2002, and February 3, 2001, respectively, than those reported in the acbompanying consolidated balance sheets. Purchasing, distribution and design
costs are expensed as incurred, and are included in the accompanying consofidated statements of income as a companent of cost of goods sofd.

FREIGHT £OSTS
The Company incurs various types of transportation and delivery costs in connection with inventory purchases and distribution of merchandise to its stores. Such costs are
included as a component of the overall cost of goods sold,

PROPERTY AND ENUPMENT
Property and equipment is stated at cost. Fixtures manufactured and leasehold improvements constructed by the Company are recorded at cost, which includes elements of
raw materials, labor and overhead. Depreciation of property and equipment Is provided on a straight-line basis over the estimated useful lives of the assets. Leasehold
improvements are depreciated over the lesser of the useful lives of the assets or the lease terms. The Company's property and equipment is depreciated using the following
pstimated useful lives:
Estimated Useful Lives
Land and fand IMProvements ... 35 years

Building and buliging improvements ... 20— 35 years
Equipment, furniture and fixtures...... . R 2~ 10 years
Leasehold IMProVEMENS ..........ooocve oot 110 years

Maintenance and repairs of property and equipment are expensed as incurred, and major improvements are capitalized. Upon retirement, sale or other disposition of property
and equipment, the cost and accumulated depreciation or amortization are eliminated from the accounts, and any gain or foss is charged to operations.

INTANGIBLE ASSETS

Other assets include intangible assets which include legat and other costs of debt financing agreements, territory rights agreements related to franchise repurchases and
franchise cancelfation fees for stores that were acquired by the Company, and are currently in operation as company-owned stores. Debt-financing costs are being amortized
over the term of the respective debt agreement and franchise cancellation fees are being amortized over the remaining terms of the related facilities' leases. Intangible assets,
net of accumulated amortization, are approximately $129,000 and $187,000 as of February 2, 2002, and February 3, 2001, respectively.
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ADCOUNTING FOR THE IMPAIBMENT OF LONG-LIVED ASSETS
Long-lived assets, including identifiable intangibles, are reviewed periodically for impairment if events or changes in circumstances indicate that the carrying amount should be
addressed. The Company has determined that there has been no impairment in the carrying value of long-lived assets, as of February 2, 2002.

INGOME TAXES

The Company follows the fiability method, which establishes deferred tax assets and liabilities for the temporary differences between the financial reporting bases and the tax bases
of the Company’s assets and liabilities at enacted tax rates expected to be in effect when such amounts are realized or settled. Net deferred tax assets, whose realization is dependent
on taxable earnings of future years; are recognized when a greater than 50 percent probability exists that the tax benefits will actually be realized sometime in the future.

AR VALLE DF FINANCIAL INSTRUMENTS

The Company has cash and cash equivalents, marketable securities, short-term trade receivables and payables and long-term debt instruments. The carrying valugs of cash
and cash eguivalents, marketable securities, trade receivables and trade payables equal current fair value. The terms of the Company’s revolving credit agreement and term
loan agreement, as amended, include variable interest rates, which approximate current market rates.

BEYE EORGNITION R
Net sales by Gompany stores include sales made to retail customers during the period, net of estimated customer returns. Net sales by catalog and Internet include shipments
made to catalog and Internet customers during the period, net of estimated customer returns, Net sales to franchisees include merchandise shipped to franchisees, net of

estimated returns.

2E - G ODETS
Operating costs (including store set-up, rent and training expenses) incurred prior to the opening of new stores are expensed as incurred and are included in general,
administrative and store operating expenses in the accompanying consolidated statements of income.

DYERTISING COSTS
Costs associated with advertising are charged to expense when the advertising occurs. During the fiscal years ended February 2, 2002, February 3, 2001, and January 28, 2000,
advertising costs of approximately $12,816,000, $7,051,000 and $2,667,000, respectively, are included in general, administrative and store operating expenses.

S -5 COMPENBATION PLANS

As allowed by Statement of Financial Accounting Standards {SFAS) No. 123, "Accounting for Stock-Based Compensation” (SFAS 123), the Company has elected to account for
its stock-based compensation plans under the intrinsic value method of accounting prescribed by Accounting Principles Board (APB) Opinion No. 25, "Accounting for Stock
Issued to Employees” (APB 25). Under APB 25, compensation expense would be recorded ratably over the vesting period if the current market price of the underlying stock
exceeded the exercise price. The Company has adopted the disclosure requirements of SFAS 123.

COMIMEN STOCK SPLITS

During the fiscal years ended February 2, 2002, and January 29, 2000, the Board of Directors (the Board) declared three common stock splits (collectively, the Stock Splits).
No common stock splits were declared during the fiscal year ended February 3, 2001. On December 14, 1993, the Board declared a two-for-one stock split of the Comparny's
common stock, payable in the form of a stock dividend on January 14, 2000, to shareholders of record as of the close of business on December 27, 1999, On April 19, 2001,
the Board declared a three-for-two stock split of the Company’s common stock, payable in the form of a stock dividend on May 16, 2001, to shareholders of record as of the
close of business on May 2, 2001, On December 19, 2001, the Board declared a three-for-two stock spiit of the Company’s common stock, payable in the form of a stock
dividend on January 18, 2002, to shareholders of record as of the close of business on December 31, 2001. Accordingly, all historical weighted average share and per share
amounts and all references to the number of common shares elsewhere in the consolidated financial statements and notes thereto have been restated to reflect the Stock Splits.
Par value remains unchanged at $0.01.




HET INCOME PER GOMMON AND COMMON EGUIVALENT SHARE

SFAS No. 128, “Earnings per Share” {SFAS 128), requires companiss with complex capital structures that have publicly held common stock or common stock equivalents to
present both basic and diluted eamnings per share (EPS) on the face of the income statement. As provided by SFAS 128, basic EPS Is based on the weighted average number
of common shares outstanding and diluted EPS is based on the weighted average number of common shares outstanding plus the dilutive common equivalent shares
outstanding during the period.

The following is a reconciliation of the denominators of the basic and diluted EPS computations shown on the face of the accompanying consolidated statements of income as
restated for the Stock Splits:

scal:Year Ended’ Fiscal Year Ended  Fiscal Year Ended

February 3, January 29,
2001 2000
Welghted average common shares outstanding - basic 39,041,893 38,120,023
Dilutive effect of options outstanding.... . 1,790,804 1,662,312
Weighted average common and common equwalem
shares outstanding - difuted.............. 40,832,697 39,782,335

The following options were outstanding as of the end of the fiscal years but were not included in the computation of diluted EPS because the options’ exercise prices were
greater than the average market price of the common shares:

Fiscal Year Ended Fiscal Year Ended

February 3, January 29,
2001 2000
Number of options ..., 513,000 25,783
EXErCISE PFiCE ... oot $14.61 - $15.44 $7.39
Expiration date..... ... August 7, 2010 - Qctober 25, 2009

QOctober 30, 2010

i CLH A ¥ EMENTS

In June 2001, the Financial Accounting Standards Board (FASB) issued SFAS No. 141, * Business Combinations™ (SFAS 141}, and SFAS No. 142, “Goodwill and Other Intangible
Assets” (SFAS 142). SFAS 141 requires the purchase method of accounting to be used for all business combinations initiated after June 30, 2001, establishes specific criteria
for the recognition of intangible assets separately from goodwill and required unallocated negative goodwill to be written off immediately as an extraordinary gain (instead of
being deferred and amortized). SFAS 142 provides that goodwill and intangible assets which have indefinite useful lives will not be amortized but rather will be tested at least
annually for impairment. It also provides that intangible assets that have finite useful fives will continue to be amortized over their usefut lives, but those fives will no longer be
limited to forty years.

In June 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations” (SFAS 143). SFAS 143 requires the recognition of a liability for an asset retirement
obligation in the period in which it is incurred. When the fiability is initially recorded, the carrying amount of the related fong-fived asset is correspondingly increased. Qver
time, the llability is accreted to its present value and the related capitalized charge is depreciated over the useful life of the asset.

In August 2001, the FASB issued SFAS No, 144, “Accounting for the impairment or Disposal of Long-Lived Assets” (SFAS 144), which provides clarifications of certain
implementation issues within SFAS No. 121, “Accounting for the impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed of” (SFAS 121), along with additional
guidance on the accounting for the impairment or disposal of long-lived assets. SFAS 144 supersedes SFAS 121 and applies to all long-lived assets including discontinued
operations and consequentially amended APB Opinion No. 30, “Reporting the Effects of Disposal of a Segment of 2 Business.” SFAS 144 develops one accounting mods) {based
on the model in SFAS 121) for long-fived assets that are to be disposed of by sale, as well as addresses the principal implementation issues.

SFAS 141 is effective for all business combinations initiated after June 30, 2001, and for all business combinations accoufited for by the purchase methed for which the date
of acquisition is after June 30, 2001. The provisions of SFAS 142 are effective for fiscal years beginning after December 15, 2001. The Company will adopt SFAS 142 beginning
February 3, 2002. The provisions of SFAS 144 are effective for financial statements issued for fiscal years beginning after December 15, 2001, and interim periods within those
fiscal years.

The Company does not anticipate that the adoption of SFAS 142, 143 and 144 beginning February 3, 2002, will have a material effect on the Campany's financial position or
results of operations.




BELE SECURITIES:
Marketable securities classified as available-for-sale consist of the following:

February 3,

_ 2001
Municipal bonds, CoSt ... ... $14,174,274
Municipal bonds, fair valug ... 14,221,520
Unrealized gain $ 47,246

During the fiscal years ended February 2, 2002, and February 3, 2001, realized gains of approximately $500 and $5,000, respectively, were recognized on sales of the
Company's marketable securities and are included in interest income, net in the accompanying consofidated statements of income. At February 2, 2002, approximately
22 percent of the Company's marketable securities mature within one year, 29 percent between one and three years and the remainder by 2031.

3. ACCRUED UABIUTIE_S:
Accrued fiabilities consisted of the following:

Fiscal Year Ended
February 3,
2001
Accrued payrolf, bonuses and severance costs....... % 556868
Allowance for estimated custorner returns, gift certificates
and store credits ... 3,476,323
OHNBT oo 2,254,361

$ 11,299,352

£, INCOME TAXES:
The Company’s total income tax provision consisted of the following:
Fiscal Year Ended  Fiscal Year Ended

February 3, January 29,
2001 2000
Current;
Federal ... ......... . - $15,820,000 $9,176,000
SEALE ... 2,179,000 1,064,000
Deferred:
(492,000) (635,000)
(114,000) (111,000)
Total- income tax provision ... $ 17,393,000 $ 9,494,000

Fiscal Year Ended  Fiscal Year Ended

February 3, January 29,

2001 2000
Tax expense at the statutory rate ... $ 16,020,000 $ 8,744,000
State income tax expense, net of federal tax benefit......... 1,369,000 633,000
Other ....ooooovin TR 4,000 117,000

Total income tax provision ... TP

$ 17,393,000 $ 9,484,000

mEEu




Deferred tax assets and liabilities are recorded due to different carrying amounts for financial and income tax reporting purposes arising from cumulative temporary differences.
These differences consist of the following as of February 2, 2002, and February 3, 2001:

February 3,
2001
Assets:

Accrued liabilities and allowances.. . ... $ 1,810,000
[VBMOMES ..o e 1,196,000
Lease obligations ... 841,000
Other ... oo 84,000
3,931,000

Liabilities:
Praperty and equipment ... [P R O (108,000
3,823,000
Less valuation allowance............c...cocoo i (73,000)
§ 3,750,000

5. DEBT AND LEASE GBLIGATIONS:
Debt and lease obligations consisted of the foliowing:
February 3,
2001

Ling of Cradit. ... $ —
Mortgage Note................. s 5,221,500
Deferred rent. oo e 2,212,762
Total debt and fease obligations... ... ... 7,434,262
Less current portion....... (276,410)

_5 75782

During the fisnal year ended February 3, 2001, the Company entered into a two-year unsecured revolving credit factlity (the Credit Facility), whereby the Company was able to
borrow up 1 $25 miflion. The Credit Facility consisted of a $10 million line of credit and $15 million in reserves for letters of credit (see Note 7). During the fiscal year ended
February 22, 2002, the Company amended the Credit Facility, to {i) increase the reserve for letters of credit from $15 million to $20 miffion and fower the fine of credit from $10
million to $5 mitlion and () extend the Mortgage Note through February 2012, as more fully described below. All borrowings under the Credit Facility bear interest at the LIBOR
rate, plus an additional amount ranging from 0.80 percent to 2,80 percent adjusted quarterly based on the Company’s performance per annum {a combined 2.57 percent at
February 2, 2002). The Company is also required to pay, quarterly in arrears, a commitment fee of 0.10 percent per annum on the average daily unused portion of the Line.
There are nd compensating balance requirements associated with the Cred!t Facility,

The Credit Facility contains certain restrictions regarding additional indebtedness, business operations, guaranties, transfers and sales of assets, transactions with subsidiaries
or affiliates and tiens, In addition, the Company must comply with certain quarterly restrictions (based on a roliing four-quarters basis) regarding net worth, leverage ratio, fixed
charge coverags and current ratio requirements. The Company was in compliance with ali covenants at February 2, 2002.

The Mortgage Note was financed with a bank, initially bearing interest at the bank's prime rate pius .5 percent. During the fiscal year ended February 3, 2001, in connection
with the closing of the Cradit Facility, the Company amended the Mortgage Note to provide that the existing indebtedness would bear interest under the same provision as that
in the Credit Facility and the restrictive covenants would be modified to be the same as those in the Credit Facility. The Mortgage Note is secured by a first priority mortgage
on land, land improvements and certain building and equipment. Ouring December 2001, the Company amended the Mortgage Note to extend the batoon payment due date
from 2003 to February 2012. The monthly payments were increased from $6,000 principal plus interest to $11,083 principal plus interest, beginning February 2002. Monthly
principal payments thereafter increase annually by 6% each February through 2011, Other terms of the Mortgage Note remain unchanged.

On October 14, 1997, an interest rate swap (the Swap) with a notional principal amount of approximately $5,462,000 was effectuated, whereby the interest at the bank's prime
rate plus .5 percent was exchanged for a fixed rate of 9 percent of the cutstanding principal of the Mortgage Note. The Company incurred no additional costs associated with
the Swap during the fiscal year ended January 30, 1993. The Company bought out the Swap during the fiscal year ended January 29, 2000, for approximately $8,000, which
is included in general, administrative and store operating expenses in the accompanying consolidated statement of income,
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Maturities of the Mortgage Note are as follows as of February 2, 2002:

Fiscal Year Ending Amount
February 1,2003... ..o § 133,001
January 31,2004 ... 141,626
January 29,2005 ... 150,811
January 28, 2006 160,591
February 2,2007 .. ... 171,008
Thereafter.............c... 4,398 465

§5,156,500

Deferred rent represents the difference between actual operating lease obligations due and operating lease expense, which is recorded by the Company on a straight-ling
basis over the terms of its leases.

6. RELATED PARYY TRANSACTIONS:
Certain officers have entered into agreements with the Company, which provide for base salaries, annual bonuses and certain severance benefits in the event that their
employment is terminated by the Company "without cause” or following a “change of control” of the Company.

7. COMIETIAENTS AND CONTINGENCIES:

The Company leases retail store space and various office equipment under operating leases expiring in various years through the fiscal year ending 2012. Certain of the leases
provide that the Company may cancel the lease if the Company's retail sales at that location fall below an established level, while certain leases provide for additional rent
payments 10 be made when sales exceed a base amount. Certain operating leases provide for rengwal options for periods from three to five years at their fair rental value at
the time of renewal. In the normal course of business, operating leases are generally renewed or replaced by other leases.

Minimum future rental payments under nancancellable operating leases (including leases with certain minimum sales cancellation clauses described below and exclusive of
common area maintenance charges and/or contingent rental payments based on sales) as of February 2, 2002, are approximately as follows:

Fiscal Year Ending Amount
February 1,2003 ..o $ 23,511,000
January 31,2004 ... 23,096,000
January 29,2005 ... 21,838,000
January 28,2006 ... 20,104,000
February 3,2007 ... 17,496,000
Thereafter ... ... ... 49,953,000

$ 156,004,000

P e

As mentioned earlier, a majority of the Company’s store operating leases contain cancellation clauses that allow the leases to be terminated at the Gompany’s discretion, if
certain minimum sales tevels are not met within the first few years of the lease term. The Company has not historically exercised many of these cancellation clauses and,
therefore, has included the full tease terms of such leases in the above table. For the fiscal years ended February 2, 2002, February 3, 2001, and January 29, 2000, total rent
expense under the Company's operating ieases was approximately $30,818,000, $21,185,000 and $14,843,000, respectively, including common area maintenance charges
of approximately $3,560,000, $2,511,000 and $1,827,000, respectively, other rental charges of approximately $3,406,000, $2,473,000 and $1,928,000, respectively, and
contingent rental expense of approximately $3,431,000, $2,437,000 and $1,084,000, respectively, based on sales.

At February 2, 2002, the Company has approximately $14,432,000 in commercial letters of credit outstanding (see Note 5}, which have arisen in the normal course of business
due to foreign purchase commitments.

% M .

The Company has been named as defendant in a suit filed in September 2001 in the Superior Court for the State of California for the County of Orange. This suit, Carmen
Davis vs. Chico's FAS, Inc., was filed by the plaintiff, seeking to represent all other Company assistant store managers, sales associates and hourly employees in California
from September 21, 1997, to the present. The Company responded by seeking to dismiss the complaint and strike selected claims in order to sither eliminate the litigation
or gain greater clarity as to the basis for plaintiff's action. In response, the plaintiff filed an amended complaint on February 15, 2002, which differs in @ number of material
respects from the original complaint, The amended complaint alleges that the Company failed to pay overtime wages and failed to provide rest breaks and meal periods.
The action seeks to be classified as a “class action” and seeks unspecified menetary damages. The Company is actively investigating the merits of this action and belleves
(a) that the merits of this action do not warrant class action status and () that it has certain defenses to the claims. The Company intends to vigorously defend the action,




including contesting the certification of the action as a class action. Nevertheless, an unfavorable outcome in this matter could have a material adverse effect an our financial
condition, and any change in our labor practices thal may be required as a result of this litigation could have a negative impact on our ongoing results of operations.

Chico's is not a party to any other legal proceedings, other than various claims and lawsuits arising in the normal course of the Company’s business, none of which the
Company believes should have a materlal adverse effect on its financial condition or results of operations. '

4. 3TGIK OPTHR PL T DAPITAL STOCK THANSACTIONS:

1992 Stock Option Plan -

During fiscal year 1992, the Board approved a stock option plan (the 1992 Plan), which reserved approximately 928,000 shares of common stock for future issuance under
the 1992 Plan to eligible employees of the Company. The per share exercise price of each stock option is not less than the fair market value of the stock on the date of grant
or, in the case of an employee owning more than 10 percent of the outstanding stock of the Company and to the extent incentive stock options, as opposed to nonqualified
stock options, are Issued, the price is not less than 110 percent of such fair market value. Also, the aggregate fair market value of the stock with respect to which incentive
stock aptions are exercisable for the first time by an employee in any calendar year may not exceed $100,000. Options granted under the terms of the 1382 Plan generally
vest evenly over three years and have a 10-year term. As of February 2, 2002, approximately 288,000 nongualified options are outstanding and approximately 639,000 have
been exercised under the 1932 Plan.

1883 Stack Qption Plan

During fiscal year 1933, the Board approved a stock option ptan, as amended in fiscal 1989 (the 1993 Plan), which reserved approximately 4,192,000 shares of common-stock
for future issuance under the 1993 Plan to eligible employees of the Company. The terms of the 1993 Plan are essentially the same as the 1992 Plan. As of February 2, 2002,
approximately 2,996,000 nongualified options are outstanding and approximately 747,000 have been exercised under the 1993 Plan.

Independent Directors’ Plan

In October 1998, the Board approved a stock option plan (the Independent Directors’ Plan), which reserved 650,000 shares of common stock for future issuance to efigible
independent directors of the Company. Options granted under the terms of the Independent Directors' Plan and these individual grants vest after six months and have a
10-year term. 222,500 shares had been granted, as of February 2, 2002, under the indspendent Directors’ Plan. Since 1993 and prior to adoption of the Independent Directors’
Plan, four independent directors of the Company had been granted a total of 325,500 nonqualified options through individual grants at exercise prices ranging from $1.86 o
$2.85. Subsequent to the adoption of the Independent Directors’ Plan, three independent directors of the Company were granted 60,000 nonqualified stock options through
Individual grants at exercise prices equal to $8.58 per share. As of February 2, 2002, approximately 342,000 of these individua! grant nonqualified options and options under
the Independent Directors’ Plan are cutstanding and approximately 266,000 have been exercised.

Executive Officers’ Supplementary Stock Option Program

During the fiscal year ended February 3, 2001, the Board approved an executive officers’ supplementary stock option program (the Executive Officers’ Program}, which reserved
375,000 shares of common stock for future issuance to eligible executive officers of the Company. Options granted under the terms of the Executive Officers’ Program vest
after three years and have a 10-year term. As of February 2, 2002, all 375,000 shares have been granted under the Executive Officers’ Program at exercise prices ranging
from $6.80 to $10.20. Of the 375,000 shares granted, 45,000 shares were granted at exercise prices below fair market value. The granting of these shares resutted in stock
compensation expense of approximately $45,000 and $70,000 being recorded in the accompanying consolidated financial statements for the fiscal years ended February 2,
2002, and February 3, 2001, respectively. As of February 2, 2002, 125,000 of these options have been exercised and 250,000 have been cancelled.

Aggregate Stock Option Activity
As of February 2, 2002, 3,625,613 nonqualified options are outstanding at a weighted average exercise price of $7.32 per share, and 878,303 remain available for future
grants. Of the options cutstanding, 2,083,844 options are exercisable,

Stock option activity for the fiscal years ended February?, 2002, February 3, 2001, and January 29, 2000, was as foffows:

Fiscal Year Ended Fiscal Year Ended
February 3, 2001 January 29, 2000
Number of Weighted-Avarage Number of  Weighted-Average
Options Exercise Price Options Exercise Price

Outstanding, beginning of period 3,860,906 $ 228 3,611,939 $1.34
Granted 1,350,000 10.04 893,250 5.45
Exercised (783,022} 1.5 615,028} 1.43
Canceled or expired (61,805) 417 i {29,255) 1.05
Cutstanding, end of period 4,356,079 4.80 3,860,906 228
Qptions exercisable, end of period 2,502,149 2.28 2,303,273 157
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The following table summarizes information about stock options as of February 2, 2002:

Options Outstanding Options Exercisable
Weighted-Average
Ranges of Number Remaining Contractual Weighted-Average Number Weighted- Average

Exercise Prices Qutstanding Life (Years} Exercise Price Exercisable Exercise Price
$072-% 493 1,402,683 525 $ 137 1,387,691 $ 133
$ 500-% 999 1,248,920 7.78 5.95 650,163 6.14
$10.00 - $19.99 780,000 9.04 16.59 1,000 14.86
$20.00 - $34.75 184,000 8.38 21.81 45000 21.60

3,625,613 7.16 7.32 2,083,844 327

Employee Stock Purchase Plan

The Board adopted a noncompensatory employee stock purchase plan (ESPP), which became effective upon the consummation of the Company's initial public offering on April
1, 1993. Under the ESPP, all employess are given the right to purchase up to 800 shares of the common stock of the Company two times a year at a price equal to 85 percent
of the value of the stock immediately prior to the beginning of each exercise period. During the fiscal years ended February 2, 2002, February 3, 2001, and January 29, 2000,
approximately 130,000, 41,000 and 156,000 shares, respectively, were purchased under the ESPP. The Company recognized no compensation expense for the issuance of
these shares.

SFAS No. 123, “Accounting for Stock-Based Compensation”

The Company accounts for its stack-hased compensation plans under APB 25. The FASB later issued SFAS 123. SFAS 123 allows companies to continue following the
accounting guidance of APB 25, but requires pro forma disclosure of net income and EPS for the effects on compensation expense had the accounting guidance of SFAS 123
been adopted. The pro forma disclosures are required only for options granted in fiscal years that begin after December 15, 1994,

For SFAS 123 purposes, the fair value of each option granted has been estimated as of the grant date using the Black-Scholes option pricing model with the following weighted
average assumptions: risk-free interest rate of 5.1, 6.3 and 6.2 percent for the fiscal years ended February 2, 2002, February 3, 2001, and January 29, 2000, respectively,
expected life of seven years, no expected dividends, and expected volatility of 73, 74 and 67 percent for the fiscal years ended February 2, 2002, February 3, 2001, and January
29, 2000, respectively. The weighted average fair value of options granted during the fiscal years ended February 2, 2002, February 3, 2001, and January 29, 2000, was
$17.67, $8.17 and $5.45, respectively. Options granted under the 1932 Plan and 1993 Plan generally vest ratably over three years, Al other options were either exercisable
after six months or vested ratably over three years. The term of all options granted is 10 years. Had compensation expense been determined consistent with SFAS 123, utilizing
the assumptions detailed above, the Company's net income and net income per common and common equivalent shares outstanding would have been changed to the following
pro forma amounts for the fiscal years ended February 2, 2002, February 3, 2001, and January 29, 2000:

Fiscal Year Ended Fiscal Year Ended
February 3, 2001 January 29, 2000

Net income:

Asreported $28,378,619 $15,489,380
Proforma ... 26,382,313 14,451,495
Net income per comman share ~ basic:

ASTEPOMEG oo $ 73 3 41
PIOTOMMA . oot e .68 .38
Net income per common and common equivalent share - diluted:

ASTEPOMEE ..o oo oo e $ 69 $ .39
PrOBOMME oo .61 .34

16, EMPLOYEE BENEFT PLAN:

The Company has a defined contribution employee benefit plan (the Plan) covering substantially all employses. Employees’ rights to Company-contributed benefits vest over
two 0 six years of service, as specified in the Plan. Under the Plan, employees may contribute up to 20 percent of their annual compensation, subject to certain statutary
limitations. The Company has elected to match employee contributions at 33 1/3 percent on the first 6 percent of the employses' contributions and can elect to make additionat
contributions over and above the mandatory match. For the fiscal years ended February 2, 2002, February 3, 2001, and January 29, 2000, the Company’s costs under the
Plan were approximately $425,000, $283,000 and $276,000, respectively.




11. SUBSEQUENT EVENTS:

During the fiscal year ending February 1, 2003, the Company acguired 52 acres oj land with an existing distribution center of approximately 202,000 square feet and existing
office space of approximately 31,000 square feet. The cost of this acquisition was $7.2 million and it is anticipated that the Company will need to incur additional costs during
the fiscal year ending February 1, 2003, of between $2.5 million and $4.5 million to equip and modify this facility. It is anticipated that this new facility will fully replace the
existing distribution center in Fort Myers, Florida, by the first quarter of the fiscal year ending January 31, 2004. In order to secure the benefits of various governmental
incentives with respect to the new distribution facility, the Company entered into a transaction with the local developmentat authority involving a fully prepaid long-term lease
and a nominally priced re-purchase option exercisable by the Company at any time. Although the Gompany’s interest in its new distribution facility in Georgia is documented
as a long-term lease with a favorable continuing purchase option, the acquisition was funded, and the equipping and medification of this facility wilt be- funded, out of the
Company's available cash resources and the Company's interest in the property will be reported as an asset in the Company’s batance sheet.

The Company's Board adopted the Chico's FAS, Inc. Deferred Compensation Plan (the Deferred Compensation Pian), effective Apri! 1, 2002. Under the Deferred Compensation
Plan, certain members of management and other highly compensated employees are eligible to defer a portion of their compensation and to invest the compensation deferral
as provided by a Deferred Compensation Plan committee. The Board has the discretion to contribute amounts, on behalf of the Company, to the individual deferral accounts of
participating employees.

The Company's 2002 Employee Stock Purchase Plan {the 2002 ESPP) was adopted by the Board on February 18, 2002. The 2002 ESPP replaces the Company’s 1993 ESPP,
which has essentially no additional shares remaining available thereunder and was Set to expire by its terms in 2002, Upon the approval of the 2002 ESPP by the stockholders
at the Company’s 2002 annual meeting of stockholders, the 1993 ESPP will be considered to have terminated.

The Board approved the Chico's FAS, inc. Omnibus Stock and Incentive Plan (the Omnibus Plan} in April 2002, subject to stockholder approval at the Company's 2002 annual
meeting of stockhoiders. The Omnibus Plan provides for awards of nonqualified stock options, incentive stock options, restricted stock awards and restricted stock units. if the
Omnibus Plan is appraved by the Company’s stockholders, no new grants will thereafter be made under the Company's existing 1392 Plan, 1993 Plan or Independent Directors’
Plan, and such existing plans will remain in effect only for purposes of administering options that are outstanding thereunder on the date the Omnibus Plan is approved by the
Company’s stockholders.

12, QUARTERLY RESULTS OF OPERATIONS (Unaudited):

Net Income Per
Net income Per Common and Common
Net Sales Gross Profit Net Income Common Share — Basic ~ Equivalent Share - Diluted
Fiscal year ended
January 29, 2000:
Firstquarter.............. § 36,424,981 $ 21,524,358 $ 4,216,453 3.1 $.1
Second quarter .. ... 36,771,293 21,276,944 3,946,666 10 10
Third quarter............... 40,008,995 23,408,317 4,078,309 A 10
Fourth quarter............ 41,797,012 23,842,732 3,247,952 .09 .08
Fiscal year ended
February 3, 20012
First quarter..... .. ... . § 56,602,814 $ 33,928,820 $ 7,475,922 §.19 $.19
Second quarter ........... 60,638,316 34,994,364 7,377,426
Third quarter ... ... 68,980,473 40,669,142 7,820,096

Fourth 73, 5,705,175
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reports on form 10-K

A copy of the Company’s annual report to
the Securities and Exchange Commission on
Form 10-K will be sent to any shareholder
without charge upon written request to
Investor Relations at the current mailing
address or website address below:

Chico's FAS, Inc.

11215 Metro Parkway

Fort Myers, Florida 33912
Website: www.chicos.com

Transfer Agent and Registrar:
The Registrar and

Transfer Company

10 Commerce Drive
Cranford, New Jersey 07016

Legal Counset:

Trenam, Kemker, Scharf,
Barkin, Frye, O'Neill & Mullis
Tampa, Florida 33602

Independent Certified
Public Accountants:
Arthur -Andersen LLP
Tampa, Floﬁd_a_ 33602
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